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Abstract 
The fundamental principle of classical portfolio theory states that mature capital markets are nearly efficient thus offering no extra 
returns and low possibilities for international portfolio diversification. Thus it is not a surprise that in the recent 20 years mutual 
funds from emerging economies with their high growth rates, frequent abnormal returns and less than perfect positive correlation 
with developed economies have been attracting an increasing volume of international investment flows. In this context evaluation 
of emerging markets funds performance has become a frequent topic of discussion and research by modern portfolio theory and 
theory of capital markets equilibrium. Here it is necessary to state two things about existing studies: the one thing is that they 
provide quite mixed results - on average, local equity funds do not generate abnormal returns, but they still exist; and the other 
thing is that such evidence is structured predominantly upon country evidence, thus limiting the possibility to derive some 
generalized conclusions about mutual fund performance in particular groups of emerging economies or emerging economies per 
se. Another common drawback of existing studies is their frequent usage of data suffering with survivorship bias, which in light of 
short time-series of available observations, obviously do not add precision to conclusions, derived on the basis of such samples. In 
light of the stated above the paper aims to reevaluate absolute and relative risk-adjusted performance of open-end equity mutual 
funds on the sample of advanced, secondary and frontier economies from the Central and Eastern Europe, from the South Eastern 
Asia, from the Middle East and North Africa, and BRIC economies for the time span from Q1/2000 to Q1/2015. Following 
established practice, fund performance is evaluated by means of unconditional and conditional single-factor and multifactor CAPM 
time-series regressions under which individual fund returns are regressed over factor loadings, given by Sharpe and Treynor ratios, 
Jensen’s alpha and M squared, Fama-French and Carhart measures, raw input data for which is collected from Bloomberg terminal 
and data sets of World Development Indicators and International Financial Statistics. On the basis of a large number of performance 
measures and attributes employed in this research as well as survivorship-bias free database, the chosen study provides a useful 
insight into mutual fund performance of particular groups of emerging economies or emerging economies per se, documenting 
important country and regional characteristics. 
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Introduction  
Seldom extra returns and poor diversification opportunities provided by mature capital markets from advanced 
economies have become the key drivers for constantly increasing demand from the side of individual and institutional 
investors from advanced economies in investment products and services offered by asset management from emerging 
economies. High growth rates, increase of wealth and financial literacy of local population, shift from bank-based to 
capital market-based financial system, global penetration of information technologies and gradual improvement of 
protection of investors’ rights and easiness of doing business made emerging economies in general and local asset 
management in particular a popular target for international investment flows. Thus it is not surprising that evaluation 
of emerging markets funds performance has become a frequent topic of modern portfolio theory discussion and 
research. Recent studies on emerging markets fund performance provide positive evidence of short-term abnormal 
returns (Huij and Post, 2011).  As existing evidence suggest such abnormal returns are caused  mainly by high 
economic growth rates of their domestic economies and absence of necessary knowledge about local investment 
environment on the side of sophisticated foreign fund managers and individual investors but not by superior selectivity 
or timing ability of local fund managers; however, on the other hand, such studies also provide an evidence that with 
sequence of interchanging booming and contracting market conditions the performance of developing economies 
mutual funds is improving, as local fund managers are gaining more experience and sense of the market (Hoepner et 
al., 2011). The main barrier for emerging markets fund industries development and outperformance lies in limited 
possibilities for short selling, underdeveloped markets for derivatives, less experienced management, having 
headquarters outside of financial centers and, thus, limited possibilities for knowledge spillovers, high degree of state 
regulations and supervision (Eling and Faust, 2010). As for country studies, so there are predominantly studies with 
focus on Asia-Pacific, Latin American, South African, Indian and Islamic fund industries, providing a positive 
evidence of local fund returns which are high enough to cover fund costs (Elfakhani and Hassan, 2005; Delcoure and 
French, 2007; Laes and Silva, 2014).  
Here it is necessary to state two things about existing studies: the one thing is that they provide quite mixed results 
- on average, local equity funds do not generate abnormal returns, but they still exist; and the other thing is that such 
evidence is structured predominantly upon country evidence, thus limiting the possibility to derive some generalized 
conclusions about mutual fund performance in particular groups of emerging economies or emerging economies per 
se. Another common drawback of existing studies is their frequent usage of data suffering with survivorship bias, 
which in light of short time-series of available observations, obviously do not add precision to conclusions, derived 
on the basis of such samples. In light of the stated above the paper aims to reevaluate the absolute and relative risk-
adjusted performance of open-end equity mutual funds on the sample of 27 advanced, secondary and frontier emerging 
economies from the Central and Eastern Europe (the CEE), from the South Eastern Asia (the SEA), from the Middle 
East and North Africa (the MENA), and BRIC economies during the last 14 years. Following established practice, 
fund performance is evaluated by means of unconditional and conditional single-factor and multifactor CAPM time-
series regressions under which individual fund returns are regressed over factor loadings, given by Sharpe and Treynor 
ratios, Jensen’s alpha and M squared, Fama-French and Carhart measures, raw input data for which is collected from 
Bloomberg terminal and data sets of World Development Indicators and International Financial Statistics. This paper 
proceeds as follows: Section 2 briefly describes development and current state of asset management in chosen 
emerging economies; Section 3 reports data and methodology used; Section 4 presents obtained results; and Section 4 
concludes. 
Mutual fund industry in emerging economies  
Managing roughly by $2 878 billion of total assets and by $780 of net assets (see Table 1) in countries of BRIC, of 
the Central and Easter Europe (CEE), of the South Eastern Asia (SEA) and of the Middle East and North Africa 
(MENA), emerging economies mutual fund industry accounts for nearly 5% of global asset management (PwC, 2014). 
Although such share of mutual fund industry from emerging economies on total asset management is quite small, if 
not to say insignificant, especially in comparison with those from economies of the North America and Europe – 
33.2% and 19.7% respectively – nevertheless their growth potential is impressive - a compound annual growth rate 
(CAGR) of nearly 21% against an average 6% for their counterparts from developed economies (see Table 1; PwC, 
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2014). At such growth rate AUM in emerging economies is going to double in less than 4 years, while for their 
counterparts from developed economies it will take 12 years. It means that, ceteris paribus, by 2020 the share of asset 
management from emerging economies on global AUM will be approximately 25%, which will come up with the 
share of asset management from advanced economies of Europe and will be half of that one from the USA and Canada 
combined (PwC, 2014). A number of factors contribute to such promising outlook for emerging economies asset 
management: (1) rapid economic growth and development - $ 19.7 trillion of cumulative regional GDP or $ 16 600 
on average per capita (WDI, 2013; IFS, 2013);  (2) mature market-based financial systems;  (3) capitalization of 
securities market per se and as percentage of GDP – $ 3 529,7 trillion of regional market cap, which is equal to 179% 
of cumulative regional GDP (Bloomberg); (4) high stock turnover and liquidity ratios – on average 45% and 12% 
respectively (Demirgüç-Kunt et al., 2013); (5) adoption of world best practices for formation and development of 
national governances and regulatory systems, which resulted in high quality of the latter ones – on average 
cumulatively 65 points out of 100 (Kaufmann et al., 2009).  
If we take a closer look into regional structure of emerging markets asset management then we will notice the 
leading position of its component from BRIC - $1 928 billion of AUM or almost 67%, then with a small gap between 
them there are mutual fund industries from the CEE and the SEA - $502.3 billion and $445.6 billion or 17.5% and 
15.5% respectively; and the last position is occupied by mutual fund industry from MENA – $1.8 billion or 3.4%. 
There is nothing to be surprised of since numerous studies provide evidence that mutual fund industry is more 
advanced in countries with wealthier nations, better developed and more stable capital markets, and better regulatory 
systems (Klapper et al., 2004; Čihák et al., 2012; Lemeshko and Rejnuš, 2015). Thus if we take a look into allocation 
of cumulative emerging markets GDP and market cap, then we will find that 78% and 21% of then come from BRIC, 
7% and 0.1% come from the CEE, 8% and  60% come from SEA and remaining 7% and 18% come from MENA.  
Although with indisputable first place of BRIC everything is clear, however the superiority of AUM from the CEE 
over its counterparts from SEA and MENA may look questionable.  It will not look so, if we look at Aggregate and 
Individual Governance Indicators dataset (Kaufmann et al., 2009), according to which a group of CEE economies 
from 6 key indicators on average cumulatively have by 30% better grades than those from SEA and MENA, which 
suggests in favor of better protection of investors rights, higher freedom of expression and association, including free 
media, higher quality of public and civil services provided by local authorities, and better formulation, implementation 
and long-term commitment to sound policies aimed at promotion of individual initiative and entrepreneurship, which 
are offered by local governments from the CEE and which are considered as enough convincing arguments for local 
and foreign individual and institutional investors for allocation of their capital within asset management from the CEE. 
Analysis of the development of asset management across individual emerging economies from viewpoint of their 
capital markets development, that is, belonging of those countries to categories of advanced, secondary or frontier 
emerging markets works only in case of the CEE economies: here a group of three advanced emerging economies – 
the Czech Republic, Hungary and Poland – account for 45% of total regional AUM, confirming the earlier principle 
of larger asset management in wealthier economies with better regulatory basis. Within the rest subgroups of emerging 
economies this principle does not work: within BRIC the dominant position is held by asset management form India 
which is an example of secondary emerging economy; within SEA the dominant position is held by Indonesia, which 
is the only country in the subgroup which is a secondary emerging economy; and within MENA the dominant position 
is held by Bahrain, which is an example of frontier emerging economy. 
 
Table 1. Emerging economies asset management 
 
AUM, 
bln USD 
AUM/ 
GDP, % 
AUM/ 
Cap, % 
AUM 
CAGR  
% 
NAV, 
bln 
USD 
N 
AUM 
av., 
bln USD 
NAV 
av, 
bln USD 
Panel A. Asset management in all four groups of the emerging economies 
BRIC 1928.09 103.10 41.27 23 560.33 864 6.50 2.02 
CEE 502.27 1022.80 25.28 13 126.42 313 1.92 0.62 
Asia 445.61 94.72 0.08 23 112.52 187 2.77 1.01 
MENA 1.82 6.00 0.01 24 0.63 4 0.31 0.07 
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Panel B. Asset management in the BRIC economies 
Brazil 832.93 48.76 38.46 21 308.74 2347 0.35 0.10 
Russia 2051.75 120.36 40.26 26 781.16 215 7.26 2.98 
India 3355.32 218.72 42.16 22 824.03 441 12.59 2.31 
China 1472.35 24.56 44.20 25 327.39 454 5.80 2.69 
Panel C. Asset management in the CEE economies 
CZ 403.01 247.29 46.82 17 135.94 340 1.57 0.75 
Hungary 1481.45 1220.38 48.34 19 131.23 362 5.05 0.66 
Poland 394.83 113.52 47.63 13 183.19 298 1.48 0.61 
Bulgaria 325.84 954.01 10.63 12 79.57 324 1.73 0.36 
Estonia 429.14 2663.87 33.40 11 89.13 299 1.68 0.46 
Latvia 361.81 1674.08 27.24 11 121.95 321 1.35 0.57 
Lithuania 431.73 1438.43 15.10 11 139.20 297 1.70 0.75 
Romania 369.04 333.69 10.56 12 169.39 295 1.41 0.77 
Slovakia 335.09 443.01 8.67 11 120.95 296 1.40 0.65 
Slovenia 490.71 1139.71 4.38 10 93.70 294 1.87 0.64 
Panel D. Asset management in the SEA economies 
Malaysia 13.65 4.07 0.08 29 0.19 79 0.11 0.00 
Taiwan 282.08 36.54 0.08 19 9.50 169 1.44 0.07 
Thailand 619.73 190.64 0.09 21 4.92 337 1.51 0.01 
Indonesia 866.98 147.64 0.06 22 435.48 162 8.01 3.96 
Panel E. Asset management in the MENA economies 
Egypt 2.23 0.78 0.01 25 2.16 5 0.26 0.22 
Morocco 0.13 0.11 0.01 18 0.01 2 0.05 0.00 
UAE 0.55 0.15 0.01 27 0.19 4 0.09 0.03 
Bahrain 11.14 49.58 0.01 15 2.50 9 1.84 0.18 
Jordan 0.58 1.68 0.00 36 0.21 2 0.18 0.06 
Kuwait 0.33 0.24 0.00 16 0.17 5 0.04 0.02 
Oman 0.58 0.71 0.00 36 0.13 2 0.14 0.03 
Qatar 0.74 0.47 0.00 25 0.31 4 0.11 0.04 
Tunisia 0.13 0.23 0.00 18 0.01 2 0.04 0.00 
Source: Author’s own computations on the basis of data from WDI and IFS databases and data from Bloomberg. CAGR – a compound annual 
growth rate. Advanced emerging economies are shown in bold. 
Examination of the competition within the emerging economies asset management industry suggests about high 
heterogeneity across individual countries and their groups: the highest competition is present in BRIC – on average 
864 of mutual funds with $6.50 billion of AUM per each are operating here; the lowest competition is present in 
MENA – on average only 4 funds with $0.31 billion of AUM are operating here. From such perspective asset 
management from the CEE and the SEA is somewhere in the middle. However the closest one to the ideal model of 
market competition is mutual fund industry from the CEE due to relatively high number of funds. Also it is necessary 
to mention that higher competition is observed in advanced emerging economies, while higher concentration in 
industry is observed in secondary and frontier emerging economies.  
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Data and methodology  
The paper aims to reevaluate absolute and relative risk-adjusted performance of open-end equity mutual funds on 
the sample of 27 emerging economies of the world using monthly observations (180) for the time span from Q1/2000 
to Q1/2015. Emerging economies have been grouped into 4 groups according to their international economical 
association - BRIC group, the CEE group, the SEA group and the MENA group – and within each group every country 
was classified according to the FTSE and Dow Jones country equity classification matrix as advanced, secondary or 
frontier emerging economy: advanced emerging economies – Brazil, the Czech Republic, Hungary, Poland, Malaysia, 
Taiwan and Thailand; secondary emerging economies – Russia, India, China, Indonesia, Egypt, Morocco and the 
UAE; frontier emerging economies – Bulgaria, Estonia, Latvia, Lithuania, Romania, Slovakia, Slovenia, Bahrain, 
Jordan, Kuwait, Oman, Qatar and Tunisia. For this purpose on the basis of Bloomberg filtering criteria survivorship-
bias-free databases have been made up for all countries from the sample. In total data on 4 796 open-end active and 
non-active mutual funds has been collected for chosen time span via Bloomberg terminal. Along with this data on 27 
country equity and 5-year government bond indices – Dow Jones country equity indices and Bloomberg country 
government bond indices – denominated in USD has been collected for chosen time span via Bloomberg terminal. 
Further chosen time span was adjusted – only for last seven years, that is, for 2008-2014 there was available data for 
all countries for chosen Dow Jones equity indices and Bloomberg government bond indices.  Here it is necessary to 
mention that for estimation of descriptive statistics all necessary data was available for initially intended time span, 
that is, 2000-2014. For these reasons descriptive statistics on emerging economies asset management development, 
which is presented in Table 1, is estimated for years 2000-2014, while results of computation of risk-adjusted 
performance, which are presented in Table 2, Table 3 and Table 4 refer to years 2008-2014. Computation and 
presentation of the latter ones was splitter into two periods – 2008-2010 as period of financial crisis and recession and 
2011-2014 as period of renewed economic growth. Following established approach every country sample of mutual 
funds has been divided into quartiles depending on their return and all further computations have been made 
individually for 1st quartile (25% or lower quartile), that is, a country subsample of “losers” or underperforming funds, 
3d quartile (75% or upper quartile), that is, a country subsample of “winners” or outperforming funds, and for 2d 
quartile (50% or median), that is, for “average” funds. 
Raw data on mutual funds and indices performance was collected from Bloomberg terminal and then adjusted 
manually in MatLab for reduction of outliers and for obtaining necessary quartiles. Finally adjusted data was proceeded 
and computed in Gretl. Data for descriptive statistics such as GDP and market cap was collected from data sets of 
WDI and IFS, stock turnover and liquidity ratios was taken from Demirgüç-Kunt et al. (2010), data on quality of 
governance and regulatory basis was taken from Kaufmann et al. (2009). Following established practice risk-adjusted 
CEE funds performance was evaluated by means computing of funds excess return estimators through a single-factor 
and multifactor CAPM times-series regressions, the factor loadings for which was given by Sharpe and Treynor ratios, 
Jensen’s alpha, M squared, Fama-French and Carhart models. Unfortunately due to unavailability of all data for mutual 
funds from MENA, which necessary for computation of Fama-French and Carhart models, namely return of mutual 
funds with small cap and large cap asset focus as well as with asset focus on book-to-market ratio, performance of 
these funds could not be measured.    
Sharpe and Treynor measures were estimated for all three types of funds according to Sharpe (1994) and Treynor 
(1965) by subtracting the risk-free rate, given by Bloomberg country indices for 5-year government bonds, from the 
total return for portfolios hold by average open-end funds operating in every chosen country, and dividing obtained 
results by the standard deviations of funds returns in case of Sharpe measure and by beta as measurement of return 
volatility in case of Treynor measure. Further the same computations were made for total return of chosen benchmarks. 
Dow Jones country equity indices were taken as chosen benchmarks. Finally time-series regressions of individual fund 
returns were run on their factor loadings given by Sharpe and Treynor measures and benchmark returns, and excess 
fund estimators were computed. 
M squared or Modigliani risk-adjusted performance was estimated for all three types of funds according to 
Modigliani and Modigliani (1997) on the basis of earlier obtained Sharpe measures by means of multiplying the latter 
ones by their volatilities and adding to the obtained results the risk-free total returns. Likewise in previous cases for 
identification the degree of funds out- or underperformance the individual fund returns were run on their factor 
loadings given by M squared and benchmark returns. 
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Like in previous two cases Jensen’s alpha was estimated according to Jensen (1968) by subtracting from actual 
mutual fund total returns a sum of risk-free total returns and product of risk-premium, given by difference between 
index total return and risk-free rate, and its return volatility and running time-series regressions of individual fund 
returns on the obtained factor loadings. 
Opposite to previous cases risk-adjusted performance under Fama-French model and Carhart model were estimated 
only for equity funds according to Fama and French (1996) and Carhart (1997). The applied approach for Fama-French 
model assumed taking the sum of the following components: risk-free rates, product of beta and difference between 
index total returns and risk-free rates, differences between total returns of funds investing into stocks of small cap 
companies and funds investing into stocks of large cap companies, and differences between total returns of funds 
investing into stocks of companies with high book-to-market ratio and funds investing into stocks of companies with 
low book-to-market ratio. In case of Carhart model the earlier mentioned approach was extended by adding up one 
more element - differences between total above-average performing and below-average performing funds returns. 
Likewise in previous cases for identification of the degree of individual funds out- or underperformance their returns 
were run on their factor loadings. 
 
Table 2. Performance evaluation of the 2st quartile or median equity funds 
 2008-2010 2011-2014 
 Sh Tr Jn FF Ch Msq Sh Tr Jn FF Ch Msq 
Panel A. Excess return estimators for median equity funds in the BRIC economies 
Brazil 0.33 -0.91 -234 -0.01 -0.67 0.33 0.37 -0.91 -221 0.29 -0.64 0.47 
Russia -0.05 2.30 -100 -2.60 -0.84 -0.05 1.07 3.32 210 -0.77 -0.53 0.76 
India -0.66 -0.98 -59 3.58 -0.48 -0.62 -0.58 -0.96 -55 88.17 -0.47 -0.35 
China -9.92 -1.05 -109 N/A N/A -28.5 -7.25 -1.05 -92 -0.96 -0.96 N/A 
Panel B. Excess return estimators for median equity funds in the CEE economies 
CZ -0.34 -0.95 27 -0.43 -0.73 -0.34 -0.26 -0.92 118 -0.40 -0.73 -0.27 
Hungary 0.09 -0.86 61 -0.58 -0.77 0.23 0.25 -0.78 137 -0.55 -0.76 N/A 
Poland 0.22 -0.84 83 -0.48 -0.74 0.27 0.29 -0.81 183 -0.43 -0.73 0.68 
Bulgaria 0.29 -0.66 123 -0.63 -0.79 0.34 0.38 -0.52 211 -0.60 -0.78 N/A 
Estonia 0.20 -0.72 103 -0.49 -0.75 0.45 0.52 -0.69 153 -0.43 -0.73 N/A 
Latvia 0.24 -0.79 93 -0.48 -0.74 N/A 0.43 -0.68 177 -0.42 -0.73 N/A 
Lithuania -0.28 -0.63 112 -0.49 -0.75 N/A 0.64 -0.61 155 -0.43 -0.73 N/A 
Romania 0.73 -0.36 127 -0.68 -0.80 N/A 0.99 -0.03 162 -0.67 -0.80 N/A 
Slovakia 0.08 -0.77 87 -0.53 -0.76 N/A 0.27 -0.69 149 -0.49 -0.75 N/A 
Slovenia 0.12 -0.82 90 -0.67 -0.80 N/A 0.32 -0.58 151 -0.65 -0.80 0.03 
Panel C. Excess return estimators for median equity funds in the SEA economies 
Malaysia -9.24 -1.05 -112 -0.94 -0.95 -9.71 -9.13 -1.04 -88 -0.93 -0.94 -9.30 
Taiwan -0.66 -0.94 -68 -0.75 -0.83 -0.57 -0.51 -0.95 -53 -0.75 -0.83 -0.48 
Thailand -7.64 -1.09 -106 N/A N/A -6.86 -4.60 -1.05 -87 -0.71 -0.79 -5.55 
Indonesia 0.26 4.05 139 -0.71 -0.81 0.24 0.43 5.31 543 -0.70 -0.81 N/A 
Panel D. Excess return estimators for median equity funds in the MENA economies 
Egypt -2.53 -1.08 -99 N/A N/A -2.21 -2.22 -1.03 -57 N/A N/A -2.21 
Morocco -2.46 -1.02 -88 N/A N/A -2.10 -2.20 -1.02 -33 N/A N/A -2.10 
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UAE -9.19 -1.15 -89 N/A N/A -5.58 -4.91 -1.13 -67 N/A N/A -5.58 
Bahrain -2.84 -1.14 -96 N/A N/A N/A -2.66 -1.11 -65 N/A N/A N/A 
Jordan -3.50 -1.16 -51 N/A N/A N/A -2.97 -1.11 -14 N/A N/A N/A 
Kuwait -9.60 -1.26 -96 N/A N/A N/A -7.01 -1.19 -76 N/A N/A N/A 
Oman -6.54 -1.10 -122 N/A N/A N/A -3.27 -1.10 -66 N/A N/A N/A 
Qatar -1.65 -1.05 -89 N/A N/A N/A -1.43 -1.06 -58 N/A N/A N/A 
Tunisia -3.41 -1.09 -109 N/A N/A N/A -2.31 -1.08 -45 N/A N/A N/A 
 
Source: Author’s own computations on the basis of data from Bloomberg. “Sh” stands for Sharpe ratio, “Tr” stand for Treynor ratio, “Jn” 
stands for Jensen’s alpha, “FF” stands for Fama-French measure, “Ch” stands for Carhart measure, and “Msq” stands for M squared. 
Advanced emerging economies are shown in bold. 
Results  
The obtained results on performance of equity funds from 27 emerging economies of the world suggest, on average, 
about their constant underperformance, that is, underperformance in times of both crisis and recession, and in times of 
economic recovery and growth (see Table 2). In general, the worst average (50% quartile or median) underperformers 
are among equity funds from MENA (Kuwait and Oman are the most extreme cases), the least average 
 
Table 3. Performance evaluation of the 3st quartile or outperforming equity funds 
 2008-2010 2011-2014 
 Sh Tr Jn FF Ch Msq Sh Tr Jn FF Ch Msq 
Panel A. Excess return estimators for outperforming equity funds in the BRIC economies 
Brazil 0.36 -0.81 -468 -0.56 -0.70 0.37 0.44 -0.81 -441 -0.50 -0.67 0.53 
Russia -0.04 5.58 -198 -4.93 -1.23 -0.04 1.08 7.63 420 -0.89 -0.90 0.76 
India -0.23 -0.90 -29 -6.60 0.30 -0.22 -0.09 -0.85 6 -5.51 0.37 0.32 
China -1.69 -1.04 -107 -0.94 -0.95 -9.16 -1.43 -1.05 -92 -0.93 -0.93 N/A 
Panel B. Excess return estimators for outperforming equity funds in the CEE economies 
CZ 0.05 -0.85 145 -0.33 -0.60 0.02 0.08 -0.75 356 -0.23 -0.56 0.13 
Hungary 0.62 -0.63 216 -0.54 -0.68 0.67 0.75 -0.35 404 -0.47 -0.66 N/A 
Poland 0.56 -0.61 258 -0.44 -0.64 0.56 0.61 -0.51 489 -0.35 -0.61 1.13 
Bulgaria 0.57 -0.19 337 -0.63 -0.73 0.58 0.65 0.18 549 -0.58 -0.71 N/A 
Estonia 0.51 -0.30 299 -0.47 -0.65 0.74 0.88 -0.23 423 -0.37 -0.62 N/A 
Latvia 0.54 -0.48 278 -0.45 -0.64 N/A 0.74 -0.23 461 -0.37 -0.62 N/A 
Lithuania -0.13 -0.06 317 -0.47 -0.65 N/A 1.05 -0.05 414 -0.37 -0.62 N/A 
Romania 1.30 0.63 350 -0.67 -0.75 N/A 1.53 1.55 459 -0.66 -0.75 N/A 
Slovakia 0.43 -0.41 263 -0.50 -0.67 N/A 0.63 -0.17 416 -0.44 -0.64 N/A 
Slovenia 0.38 -0.56 270 -0.65 -0.74 N/A 0.62 0.03 411 -0.65 -0.74 0.22 
Panel C. Excess return estimators for outperforming equity funds in the SEA economies 
Malaysia -7.56 -1.05 -111 -0.89 -0.90 -7.27 -6.74 -1.04 -87 -0.86 -0.88 -5.79 
Taiwan -0.45 -0.84 -35 -0.75 -0.80 -0.32 -0.20 -0.82 -18 -0.75 -0.80 -0.18 
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Thailand -4.37 -1.08 -100 -0.67 -0.74 -3.92 -2.59 -1.04 -84 -0.52 -0.66 -3.13 
Indonesia 0.27 8.51 106 -0.85 -0.87 0.25 0.46 11.14 248 -0.84 -0.86 N/A 
Panel D. Excess return estimators for outperforming equity funds in the MENA economies 
Egypt -1.16 -1.00 -90 N/A N/A -1.06 -0.64 -0.99 -34 N/A N/A -0.58 
Morocco -1.16 -0.99 -83 N/A N/A -1.29 -0.29 -0.98 27 N/A N/A -0.27 
UAE -7.66 -1.11 -72 N/A N/A -6.44 -2.48 -1.08 -50 N/A N/A -2.80 
Bahrain -1.41 -1.05 -77 N/A N/A -1.18 -1.39 -1.02 -38 N/A N/A N/A 
Jordan -2.22 -1.06 -10 N/A N/A -2.17 -1.90 -1.04 77 N/A N/A N/A 
Kuwait -4.82 -1.17 -80 N/A N/A -2.94 -3.36 -1.14 -59 N/A N/A N/A 
Oman -3.30 -1.06 -126 N/A N/A N/A -1.86 -1.04 -34 N/A N/A N/A 
Qatar -1.10 -1.01 -106 N/A N/A N/A -1.01 -1.00 -27 N/A N/A N/A 
Tunisia -1.21 -1.00 -111 N/A N/A N/A -0.40 -0.98 6 N/A N/A N/A 
 
Source: Author’s own computations on the basis of data from Bloomberg. “Sh” stands for Sharpe ratio, “Tr” stand for Treynor ratio, “Jn” 
stands for Jensen’s alpha, “FF” stands for Fama-French measure, “Ch” stands for Carhart measure, and “Msq” stands for M squared. 
Advanced emerging economies are shown in bold. 
 
underperformers are among funds from BRIC (Brazil and Indian are the most extreme cases). Although equity funds 
from the CEE and the SEA are somewhere in the middle, they are often closer to BRIC, that is, on average they have 
mild underperformance. However, despite the common average underperformance across median mutual funds from 
all 27 emerging economies and their groups, there are still some median funds which even in the times of crisis and 
recession managed to outperform their benchmarks: they are equity funds from 
 
Table 4. Performance evaluation of the 1st quartile or underperforming equity funds 
 2008-2010 2011-2014 
 Sh Tr Jn FF Ch Msq Sh Tr Jn FF Ch Msq 
Panel A. Excess return estimators for underperforming equity funds in the BRIC economies 
Brazil -6.66 -1.00 -146 -0.99 -1.00 -7.99 -6.07 -1.01 -96 -0.98 -1.00 -7.06 
Russia -0.63 -0.99 -158 -1.25 -1.00 -0.63 -0.34 -0.99 -20 -1.23 -1.00 -0.26 
India -7.72 -1.07 -116 -0.89 -0.97 -7.62 -6.06 -1.05 -89 -0.87 -0.97 -6.02 
China -9.91 -1.05 -111 N/A N/A -9.51 -9.21 -1.05 -92 -0.99 -0.99 N/A 
Panel B. Excess return estimators for underperforming equity funds in the CEE economies 
CZ -5.17 -1.09 -120 -0.98 -0.99 -9.01 -5.12 -1.05 -91 -0.98 -1.00 -5.91 
Hungary -9.88 -1.21 -130 -0.98 -1.00 -9.56 -9.01 -1.10 -93 -0.98 -1.00 N/A 
Poland -8.15 -1.10 -124 -0.98 -1.00 -8.58 -7.51 -1.08 -92 -0.98 -1.00 -7.86 
Bulgaria -8.86 -1.21 -126 -0.98 -1.00 -7.23 -8.74 -1.14 -91 -0.98 -1.00 N/A 
Estonia -9.29 -1.15 -117 -0.98 -1.00 -6.65 -7.62 -1.14 -92 -0.98 -1.00 N/A 
Latvia -7.83 -1.14 -108 -0.98 -1.00 N/A -7.71 -1.11 -92 -0.98 -1.00 N/A 
Lithuania -9.20 -1.19 -104 -0.98 -1.00 N/A -6.80 -1.17 -92 -0.98 -1.00 N/A 
Romania -9.61 -1.61 -135 -0.98 -1.00 N/A -9.06 -1.36 -97 -0.98 -1.00 N/A 
Slovakia -7.68 -1.20 -119 -0.98 -1.00 N/A -7.04 -1.13 -90 -0.98 -1.00 N/A 
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Slovenia -6.52 -1.19 -109 -0.98 -1.00 N/A -6.24 -1.09 -91 -0.98 -1.00 -5.37 
Panel C. Excess return estimators for underperforming equity funds in the SEA economies 
Malaysia -9.98 -1.05 -113 -1.00 -1.00 -9.42 -9.36 -1.04 -90 -1.00 -1.00 -9.30 
Taiwan -5.82 -1.07 -101 -0.92 -0.99 -7.49 -5.02 -1.06 -89 -0.91 -0.98 -7.09 
Thailand -5.62 -1.11 -113 N/A N/A -7.01 -5.04 -1.06 -91 -0.90 -0.93 -5.28 
Indonesia 0.23 -0.53 272 -0.12 -0.95 0.21 0.51 -0.41 288 3.70 -0.92 N/A 
Panel D. Excess return estimators for underperforming equity funds in the MENA economies 
Egypt -9.98 -1.15 -107 N/A N/A -9.55 -9.84 -1.08 -79 -106.8 N/A -9.29 
Morocco -7.47 -1.06 -92 N/A N/A -6.39 -5.21 -1.04 -89 -92.45 N/A -4.98 
UAE -9.53 -1.18 -106 N/A N/A -8.22 -9.24 -1.18 -84 -105.7 N/A -5.74 
Bahrain -8.88 -1.25 -114 N/A N/A -7.70 -7.91 -1.18 -92 -114.3 N/A N/A 
Jordan -6.21 -1.28 -105 N/A N/A -4.28 -6.21 -1.16 -93 -104.9 N/A N/A 
Kuwait -9.66 -1.34 -112 N/A N/A -9.52 -8.12 -1.23 -92 -111.7 N/A N/A 
Oman -5.75 -1.16 -118 N/A N/A N/A -4.69 -1.15 -98 -118.1 N/A N/A 
Qatar -4.36 -1.11 -89 N/A N/A N/A -2.81 -1.10 -73 -72.89 N/A N/A 
Tunisia -8.13 -1.18 -107 N/A N/A N/A -7.11 -1.15 -91 -106.6 N/A N/A 
 
Source: Author’s own computations on the basis of data from Bloomberg. “Sh” stands for Sharpe ratio, “Tr” stand for Treynor ratio, “Jn” 
stands for Jensen’s alpha, “FF” stands for Fama-French measure, “Ch” stands for Carhart measure, and “Msq” stands for M squared. 
Advanced emerging economies are shown in bold. 
Brazil and Russia (BRIC group), they are equity funds from Hungary, Poland and Estonia (the CEE group), and 
they are equity funds from Indonesia (the SEA group). Although earlier mentioned funds from all four country groups 
commonly on average underperform in both “bad” times (crisis and recession) and “good” times (recovery and 
growth), however the strength of such underperformance is not the same across the sample, that is, funds from different 
groups of countries are not homogeneous in development of their underperformance  
from the CEE, namely Czech Republic and Lithuania, and funds from the SEA, namely during the examined two 
periods: during the period of recovery and growth the “improvement” of underperformance of funds from BRIC, 
namely from India, of funds Malaysia, was much higher than one which was across median funds from MENA. It 
means that there is a positive trend of gradual improvement in performance of emerging economies median funds, 
which under condition of ordinary business activity and economic growth in the horizon of the nearest 2-3 years will 
change for the opposite direction, that is, outperformance. If we compare the performance of median funds from 
advanced, secondary and frontier emerging economies, then we will notice the better performance by median funds 
from advanced and secondary groups and the worst performance by their counterparts from the frontier group 
(substantial underperformance by all median funds from MENA countries, which all are classified as frontier 
economies, is an example). 
Evaluation of the performance of equity funds from the 3d quartile (75% or upper quartile) in 27 emerging 
economies of the world suggests that they follow the same tendencies as their median counterparts, that is, general 
underperformance during the times of financial crisis and recession and gradual mitigation of underperformance with 
even shift to mild outperformance during recovery and economic growth (see Table 3). The highest and the most 
persistent outperformance can be observed among equity funds from BRIC, namely from Brazil and Russia, from the 
CEE, namely the Czech Republic, Hungary and Poland, and from the SEA, namely Indonesia. These funds manage to 
outperform in both bad times and good times. As for the lowest and the least persistent outperformance, so it is 
observed among equity funds from BRIC, namely China, and the SEA, namely Malaysia and Thailand. As for equity 
funds from MENA, so their general (median) performance is so poor, that, with some rare exceptions (Morocco, Jordan 
and Tunisia) their “outperformance” is a mild type of general (median) underperformance (both in bad and good 
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times). So likewise in case of earlier described median equity funds, performance of top funds from 27 emerging 
economies is highly heterogeneous and in general follows the same development patterns as that one of their 
counterparts from the median subcategory.  
Evaluation of the performance of equity funds from the last subsample, that is, 1st quartile (25% or lower quartile) 
suggests about their strong and persistent underperformance, although less strong in times of recovery and economic 
growth rather and more strong in times of crisis and recession (see Table 4). Likewise in case of median and best 
performing funds the most mildly underperforming funds are funds from BRIC, namely Russian funds, and funds from 
the CEE, namely Latvian funds. There are even some funds from the SEA, namely Indonesia, which managed to 
outperform and, which is more surprising, they managed to outperform not only in good times but also in bad times. 
Basically it is the only example of outperformance among bottom funds from 27 emerging economies of the world. 
Also it is necessary to mention that although the performance of funds from this subsample, on general, follows the 
same tendencies as that one of their counterparts from the median subcategory, however with large delay 
(approximately 2-3 years): in every group of countries there are funds whose performance during the period of 
recovery and growth was on the same level as it was before, that is, during crisis and recession, which, taking into 
consideration, the path of the development of other counterparts from the same country group may suggest about their 
lagging reaction for changes in macroeconomic and business environment and poor ability to respond quickly to such 
changes.  
The obtained results are consistent with previous studies, providing evidence on short-term outperformance of 
mutual funds from emerging markets in general and top position of Brazilian and Russian mutual funds, and bottom 
position of all Islamic and Malaysian funds (Elfakhani and Hassan, 2005; Delcoure and French, 2007; Laes and Silva, 
2014). 
Discussion 
Currently asset management in emerging economies represents the most rapidly growing segment of global AUM 
with relatively high competition inside the industry and heavy reliance on national income, local capital markets 
development and quality of regulatory environment. 
Performance of emerging economies mutual funds is a controversial subject. In general, funds located in these 
markets do not seem to obtain returns above the market but they still exist. The obtained results on 4 796 open-end 
active and non-active mutual funds from 27 emerging economies indicate, on general, at their substantially 
underperforming relative to their benchmarks. Their underperformance holds both in times of crisis and recession and 
in times of recovery and economic growth. However despite persistency and ubiquity of such emerging economies 
equity funds underperformance, it varies by its strength and, thus, ability to reverse (that is, to be changed into 
outperformance) across individual countries and their groups: the most sensitive to macroeconomic changes and 
prompt responding funds are the ones from BRIC, namely Brazil and Russia, and the CEE, namely the Czech Republic, 
Hungary and Poland, while the least sensitive and slowly responding funds are the ones from the MENA. Another 
thing which should be mentioned is that despite general and quite persistent underperformance of majority of equity 
funds which are operating in 27 emerging economies of the world, still in every group of countries, except the MENA, 
there is a small number of top performing funds, which manage to outperform regardless of overall macroeconomic 
situation and condition of the local capital markets.    
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